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THE IDEA OF Corporate Social Disclosure (CSD) has been practised since the lZ$ 
century (Guthrie and Parker. 1989 and Gray, 2000). Hackston and Milne (1996) defu8 
CSD as  the provision of financial and non-financial information as  stated in corpora$ 
annual reports or separate social reports. Gray et a1 (4995) remark that CSD embrace$ 
synonyms which include corporate, social and environmental disclosure, corporate soci& 
responsibility disclosure and even social audit. On the other hand, Boyce (20001, 
Estes (1 976), defines social accounting a s  the communication of information concernin$ 
the impact of business activities on society, while environmental accounting has been:, 
defined as  the communication of information concerning the impact of an entity's activity! 
on the environment. The word 'impact' here means how much the environment:, 
employees, consumers, local communities and other interests are affected by business: 
activities (Monks and Minow, 1995). 
There is an  increasing demand from investors for social disclosure information. A study' 
conducted in the UK by PricewaterhouseCoopers in June  and July 1997 on institutiond- 
investors and financial analysts found that non-financial value drivers and qualitative,: 
information were relatively important in the disclosure of corporate information. These' 
non-financial value drivers, among others, include CSD. Global Reporting Initiative [an: 
international multi-stakeholder whose mission is to develop voluntary reporting in the': 
area of economic, social and environmental disclosure) has  developed a framework for" 
corporate social reporting that businesses should disclose. 
The objective of this preliminary study is to identify the types of social information: 
disclosed by Malaysian banks and finance companies in their annual reports. This study: 
therefore concentrates on a specific sector (i.e. banking) in order to evaluate whether' 
some specific pattern of social disclosure may be explicit to this sector. Most of the 
earlier research relating to disclosure exclude banks and financial institutions in their 
samples due to differences in regulations governing the financial services industry. Foo 
and Tan, in a 1988 a study on social disclosure practice by public-listed companies in 
Malaysia and 'Singapore, found that banks and financc companies make the highest 
proportion of social disclosure a s  compared with other industries. However, they did not 
distinguish between Malaysian and Singapore banks. 
THEORIES 
There is no specific theory that can explain the variations in CSD practised among 
companies (Belkaoui, 1989: Gray et al, 1 9 5  and Gray, 2000). However, among the 
better known general theories employed in many CSD studies are the Stakeholder Theory, 
Social Contract Theory, and Legitimacy Theory. These theories aim to explain the 
varlations in CSD practice by companies. 
The Stakeholder Theory 
Freeman (1984) defines the Stakeholder Theory as  one in which "any group or individual 
can be affected by the achievement of the organisation's objectives". According to Gary 
et a1 (19951, the Stakeholder Theory specifically examines the strategic decision made 
by companies for their continued success. Under this theory. Moir (2001) suggests that 
the motivating factor driving management to disclose social information is the stakeholder 
group that managers wish to pay attention to. Ruf et a1 [2001) employs the Stakeholder 
Theory to examine the relationship between social disclosure and financial performance, 
and finds that the CSD has a positive association with short-term financial performance. 
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The Social Contract Theory 
Under the Social Contract Theory, CSD 
postulates that a business will act in a 
responsible manner not because of its 
commercial interests but because it is a 
part of society where it operates. 
The Legitimacy Theory 
The Legitimacy Theory predicts tha t  
corporate disclosure reacts to economic, 
social and political influences; and that 
disclosure will legitimise actions taken by 
the companies. This theory is based on the 
assumption that businesses operate in 
society by way of a social contract which 
obliges them to perform various social 
responsibilities in order to accomplish 
their objectives. Cormior and Gordon 
[ZOO11 and Gray et a1 (1995) outline four 
broad legitimised strategies proposed by 
Dowling and Preffer (1975) and Lindblom 
(19941 when organisat ions face a 
legitimacy threat. 
The first strategy is to educate society 
about the organisation's intention to 
improve its performance or change its 
action. The second strategy is "to alter how 
society perceives an organisation's action 
without making any changes to those 
actions" (Cormoir and Gordon, 2001). The 
third strategy is to divert or manipulate 
attention away from issues of concern to 
society to other alternative issues. The last 
strategy is to change or alter society's 
expectations about a n  organisation's 
performance. 
Given the above strategies, it is presumed 
that the Legitimacy Theory would provide 
information that legitimises organisation 
behaviour with the aim of influencing 
society and stakeholder perceptions about 
the companies. This study will focus on 
the Legitimacy Theory in explaining CSD 
Practices by Malaysian banks and finance 
companies, a theory t ha t  current ly  
dominates many CSD studies (Gray et a1 
1995, 2001; Hogner, 2000; Newson and 
Deegan. 2002). 
PREV~OUS TUDIES 
This Section describes the CSD studies 
undertaken in various countries. Earlier 
CSD studies were designed mainly to 
identify the dimensions of CSD. A 1971 
" U ~ Y  by Ernst and Ernst evaluated the 
h "ature of social disclosure items in the 
1 annual reports  of 50  life insurance  
companies and 50 commercial banks listed 
in the Fortune 500 Companies. The study 
shows there are seven dimensions of CSD 
which can be stated as the environ-ment. 
energy, fair business practice, human 
resources,  community involve-ment, 
products and other social responsibility 
disclosures. However. Belkaoui (1984) had 
urged researchers not themselves to limit 
to the seven listed factors as  suggested by 
Ernst and Ernst. 
Davis and Blomstorm (1975) propose a 
longer l ist  of social responsibili ty 
disclosures which, in addition to the list 
suggested by Ernst and Ernst, include 
ecology and  environment  quality.  
consumerism, community needs, govern- 
menta l  re la t ions,  bus ine s s  giving. 
minorities and disadvantaged persons. 
labour and stockholder relations. The USA 
NAA (an association for accountants in 
industrial sectors) on accounting for 
corporate social disclosure has identified 
four major areas  of corporate social 
responsibility, i.e. community develop- 
ment, human resource, product or service 
contribution and physical resources and 
environmental contribution. Community 
development includes society-oriented 
activities of primary benefit to the general 
public. Human resource disclosure covers 
activities that look into the welfare or 
benefits of employees. Product or service 
contribution includes activities intending 
to benefit customers such  a s  product 
quality and  safety. Finally, physical 
resources and environmental contribution 
comprises  preventive activities on 
environment deterioration and use of 
scarce resources. This study replicates the 
social disclosure items as suggested by the 
NAA with some modifications to conform 
to the Malaysian environment. Details of 
the social disclosure items used in this 
study are given in Appendix 1. 
An analysis of the prior studies h a s  
es tabl ished t ha t  h u m a n  resource 
information is the most popular item 
disclosed by companies in their annual 
reports. Hogner (1982) examined the US 
Steel Report for the years 190 1 to 1980 
and  found that  most of the subjects 
disclosed were on human resources. Grey 
et a1 (1995) performed time series studies 
for social and environmental disclosure in 
Britain for a 13-year period (1979-1992) 
with data taken from annual reports of 
companies ,  and the resu l t s  show 
social disclosure on employee a n d  
community,  especially char i table  
donations, was widely practised. 
Hackston and Milne (1996) conducted 
research on social and environmental 
disclosure practice in New Zealand, based 
on a sample of 47 listed companies in 
the New Zealand Stock Exchange 
(representing 92% market capitalisation). 
The objective was also to compare social 
and environmental disclosure as  practised 
by New Zealand companies relative to 
foreign companies. The research findings 
show that human resource disclosure is 
the most popular item given by New 
Zealand companies. 
Williams and Pei (1999) conducted a 
study on the CSD practice of 174 listed 
companies in Australia, Singapore, Hong 
Kong and Malaysia. The study was aimed 
a t  identifying the differences between 
social information a s  contained in the 
websites and annual reports of companies. 
The results show that Australian and 
Singapore companies furnished more 
information in their websites than in their 
annua l  reports.  On the other hand ,  
Malaysian and Hong Kong companies 
disclosed relatively little information in 
their websites compared with their annual 
reports. All the 174 companies disclosed 
more information on human resources 
than on other CSD items. 
Imam (2000) conducted a survey on the 
types of social reporting disclosed by listed 
companies in Bangladesh, using infor- 
mation contained in company annual  
reports. The sample was based on a 
random selection of 40 companies .  
representing 20% of the companies listed 
on the Dhaka Stock Exchange. The result 
again shows t h a t  all  Bangladeshi 
companies disclosed more information on 
human resources. 
Teoh and Thong's (19841 study on CSD 
practised in Malaysia was based on a 
sample of 100 companies, which included 
40 public-listed companies. The research 
methodology used was (a) interviews with 
the company directors, and (bl analysis of 
annual reports. The study concluded that 
company directors were more concerned 
about human resources and product or 
related services activities. Only 29 listed 
companies disclosed CSD-related items hf 
their annual reports. Furthermore, there i were no social disclosure l n f ~ r m a t i o ~in 
f the annual reports of unlisted companie.6 
These results suggest that annual report'$ 
$4 are used primarily by internal users and. 
no  benefits will be received if suchf 
disclosure was made. 
A later study by Kin [19901 using the 
annua l  reports  of 100  p ~ b l l c - l i s t ~ d  
companies (divided into five categories] 
reveal that only 66% of the companies i, 
the sample made social disclosures. A 
total of 64  companies disclosed infor. 
mation on product or service improve. 
ments, 31 on human resources, 22 on 
community involvement and only one on 
environmental disclosure. Another study 
conducted by the Malaysian Association, 
of Certified Public Accountants ( 1998) on 
financial reporting practices by Malaysian 
companies show that the level of social 
disclosure was low. The study also reveals 
that human resource disclosure ranked 
the highest,  followed by community 
development, environmental protection 
and product/service improvement and 
contribution. 
As mentioned earlier, this study examines 
the level of social disclosure by banks and 
finance companies in Malaysia. an  update 
of the subject on earlier attempts and 
covers specifically Malaysian financial 
institutions. 
RESEARCH METHODOLOGY 
Selection of Sample 
The original sample  of this  study 
comprised all banking institutions in 
Malaysia. As at 31 December 1999 there 
were 66 banking institutions operating in 
Malaysia with total assets of RM638.3 
billion (Bank Negara Malaysia. 2000). The 
sample comprised commercial banks 
(Malaysian and foreign banks), finance 
companies and  merchant banks.  The 
annual reports were gathered from the 
Kuala Lumpur Stock Exchange website 
(http:www.klse.com.my], the Central Bank 
website (http:www.bnm.gov.my) and 
websites of various firms. The final sample 
for this study consisted of 30 banks and 
finance companies in Malaysia (or 42.8%11 
using information based on annual reports 
available on their websites. However, 
analysis for CSD was restricted to the 1999 
financial reports because the merger, 
L 
exercise among the domestic financial 
institutions had not been fully completed 
yet. 
Measurement of CSD ltems 
TO measure the nature of CSD made by 
the financial institutions, a scoring sheet, 
as shown in Appendix I, was prepared. It 
classifies CSD items into four major 
categories: 
(a) Community development, 
(b) Human resource, 
(c) Product or service contribution. and 
(d) Physical resources and environmental 
contribution. 
The purpose of this scoring sheet is to 
record social disclosure items that may be 
reported in the annual reports of the 
sample financial institutions. Table 1 
shows the breakdown of the items in the 
scoring sheet. 
To measure the disclosure level for every 
company first requires a disclosure index. 
The effective use of this index greatly 
depends on the selection of the items to 
be included in the index. A dichotomous 
procedure developed by Cerf 11 96 1 ) is used 
to measure the disclosure score for every 
firm. The index measures the extent, 
conlent and  relevance of i tems of 
information in corporate reports. This 
method is easy because a score of one will 
be given if an item is disclosed and zero if 
not disclosed. The computation for the 
total disclosure (TD) score for every 
company is calculated based on the  
following formula: 
where d = 1, if the item d is disclosed 
d = 0 ,  i f  the  i t e m ,  d is not  
disclosed 
m = the number of items actually 
disclosed 
n = the number of items that  
company is expected to 
disclose (discussed below) 
and 
m =  n 
In this study, all the social d~sclosure items 
Obtained from the annual reports (see 
*ppendix 1)  a re  considered equally 
f Cuthne and Parker (19891 and 
et a1 (1995). however, s u g e s t  that it 
is necessary to distinguish between 
mandatory and voluntary disclosure items 
in a CSD research. In Malaysia, all CSD 
items are treated as  voluntary (MACPA, 
1998). The second step is to measure the 
relative level of disclosure. Hence, a n  index 
ratio (the actual score disclosed by a n  
individual company) has to be developed. 
The computation for an  index ratio is as  
follows: 
n 
TD = Cd, 
i=1 
where d = expected item of disclosure 
n = the number of items in which 
a company is expected to 
disclose 
The maximum score (MI that a firm earns 
may vary. The score for every company will 
range from zero to one. If the company 
discloses the list of entire social disclosure 
items as per Appendix 1, a score of one 
will be given. However, if a company does 
not disclose any of the items, the score will 
be zero. Finally, to measure the disclosure 
level for every company, a Total Disclosure 
Index (TDII is computed by TD/M. 
RESULTS AND DISCUSSION 
Consistent with the prior research by 
Newson and Deegan (20021, the first result 
to be reported and discussed was the 
descriptive analysis for the CSD measure- 
ment as presented in Tables 2 and 3. 
The result from Table 2 shows that the 
scores for CSD by banks and finance 
companies in Malaysia ranges from 0.06 
to 0.44. The mean score of 0.176 clearly 
shows that the CSD by banks and finance 
companies in Malaysia is low. This finding 
is similar to Williams and Pei (1999) who 
also found that the CSD by Malaysian 
Table 1: ltems in the 













c o m p a n i e s  w a s  low compared  to  
companies in Singapore and  Australia. 
Details of the disclosure scores for every 
bank and finance company are presented 
in Appendix 2. 
Table 2: Descriptive Statistic 
for Total Disclosure Index 
Minimum Maximum ~ e a n  1 
0.06 - 0.44 0.1760 
Table 3 shows t h e  number  of social  
disclosure items made by b a n k s  a n d  
finance companies in their annual reports. 
It shows that  most of the social disclosure 
items are related to product and service 
contribution, and human resources. This 
result i s  in line with studies by Teoh and 
Thong (1984) and Kin (1990). However, the 
MACPA (1998) study shows that product- 
related disclosure is rankcd number four, 
which may be due to the different samples 
and methodology used. There is no social 
d isc losure  for physical resource a n d  
environmental contribution. This result is 
also similar to the study by Clark and  
Sweet ( 1999) which shows the disclosures 
British b a n k s  made to maintain their  
goodwill. 
Some examples of social disclosure made 
by a particular bank, Malayan Banking 
Berhad, are listed here. 
Product safety: 
With the growing prominence of Internet 
banking, the Group was  among one of the 
pioneer local -financial institutions to 
empower  i ts  credit ca rd  holders 
secured cy ber shopping capabilities. 
Product quality:  
In line with Lhe effort to improve customer 
service. the branch network continued t, 
be reconfigured. The basic objective o_fthe 
exercise is to convert the lraditional branch 
network into customer-oriented sales 
outlets by centralising supportfunctions 
This will-free branch personnel to-focus on 
addressing customer needs and  delivering 
superior service quality. 
Sponsoring national or  government 
sponsored campaigns and projects: 
Eighty form four students -from all oue, 
Penirlsular Malaysia look part in the 8th 
Kem Remaja. which w a s  held a t  Tasih 
Chini, Pekan, Pahang. The annual event 
organised a n d  sporlsored by Mayban 
Finance Bhd, was  aimed a t  supporting the 
Government ' s  vision of shaping 0 
progressive, independent a n d  discplined 
society. 
CONCLUSION 
This s t u d y  hopes  to  make  two main 
contributions towards CSD literature. 
First. unlike earlier research, this study 
investigates CSD practice in a highly 
regulated industry. Secondly. the studyis 
confined to the banking and finance sector, 
covering banking institutions (commercial 
a n d  m e r c h a n t  b a n k s ]  a n d  financt 
companies operating in Malaysia. 
The resea rch  findings show that the 
disclosure level among Malaysian banks 
Table 3: Social Disclosure Items 
Number of 
Item Disclosed institutions 
disclosing 
Product safety 30 
Employee assistance, remuneration and benefits 2 1 
Product quality 16 
Product development and research 14 
I Donation to community group and charitable bodies 3 
I 
Employee training and welfare 3 
1 Sponsoring public health, sporting and recreat~onal activities 2 
1 Funding scholarship programs or activities 2 
/ Sponsoring national or government sponsored campaigns and projects 2 
Percentage 
Action ~n response to consumer complaint 2 6.7 
and finance companies is low. Most of 
them place greater emphasis on disclosure 
of product or service contribution. The 
result may suggest that players from this 
industry try to introduce more competitive 
banking p r o d u c t s  to  a t t r a c t  t h e i r  
customers and  the  public to use their  
services. Another reason is  tha t  t h e  
greater irnpact of the recent East Asian 
financial crisis was felt by banking and 
financial i n s t i t u t i o n s .  Hence.  s u c h  
disclosures are considered to be confidence 
building, generally useful and  enhance 
customer goodwill. 
Similar to earlier studies, the result may 
suggest that the content of CSD also gives 
an indication of s o m e  i m p o r t a n t  o r  
common issues in the period under study. 
Following the legitimacy postulate on 
threat (Patten. 199 1 ) and strategy (Dowling 
and Preffer, 1975 and  Lindblom 19941, it 
can be conc luded  t h a t  t h e  h i g h e s t  
disclosure being made by firms in product 
information is designed mainly to influence 
acceptable public percept ion on t h e  
performance of the firm. 
Like most preliminary research, this study 
has its own limitations. Firstly, the period 
of study is based on a single year. More 
evidence over a longer period is needed to 
support the legitimacy postulate on threat 
and strategy in highly regulated industries, 
such as banking and finance sector, before 
any generalisation can be made. Secondly, 
this study depends only on published 
annual reports on websites for data input. 
Other sources of information could be used 
to supplement available da ta .  F u t u r e  
research in CSD need to be carried out on 
the total population of banks and  finance 
companies in  Malaysia  before  a n y  
"nclusion and generalisation can be made 
On nature of CSD in this industry eC1 
The writers are lecturers with the School of 
Accountancy, Universiti Utara Malaysia. 
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